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INTRODUCTION

Bitcoin took the world by storm and left an interesting 

new technology in its wake—Blockchain.  Now, 

Blockchain is on a collision course with the broader 

financial markets. Its widespread adoption and impact  

on broker dealers is a question of when and how, not if.

Blockchain technology functions as a decentralized public ledger and 

YerifiFatiRQ	s\stem�	mRst	QRtable	fRr	its	fRuQdatiRQal	rRle	behiQd	bitFRiQ	

and other cryptocurrencies. It is the worldwide ledger system for a digitized 

asset—initially limited to bitcoin. The technology’s success has translated 

iQtR	use	Fases	as	Yaried	as	artistiF	desiJQ	aQd	FRQtraFt	YerifiFatiRQ�	aQd	

aSSliFatiRQs	iQ	the	fiQaQFial	markets	are	FlRse	behiQd.���	:ithiQ	����	alRQe�	

the Australian Securities Exchange began to consider replacing its existing 

tradiQJ	aQd	settlemeQt	s\stem	Zith	blRFkFhaiQ�	aQd	5�	fRrJed	a	SartQershiS	Rf	

maMRr	baQks	�iQFludiQJ	8%6�	-30RrJaQ	&hase	aQd	%arFla\s�	ZRrkiQJ	tR	Freate	

industry-wide blockchain standards.���

+RZeYer�	blRFkFhaiQès	ultimate	suFFess	hiQJes	RQ	its	status	as	aQ	RSeQ	

SlatfRrm.	0uFh	like	the	,QterQet�	attemSts	tR	FeQtrali]e	authRrit\	Rr	 

otherwise segment access to the blockchain threaten to preemptively  

short-circuit its potential.

'esSite	its	SrRmise�	blRFkFhaiQ	isQèt	Tuite	read\	fRr	the	limeliJht�	aQd	ma\be	

FaSital	markets	areQèt	Tuite	read\	fRr	blRFkFhaiQ.	7he	fiQaQFial	iQdustr\	must	

overcome a handful of major technological and logistical hurdles before 

blRFkFhaiQ	FRuld	feasibl\	beFRme	the	de�faFtR	s\stem	Rf	reFRrd�	settlemeQt	

and clearing for any existing asset class.
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SHAKING UP INDUSTRY ROLES

While broad blockchain adoption would instantly upend 

sRme	staSles	Rf	the	iQdustr\�	like	the	three	da\	settlemeQt	

SrRFess�	the	Qeed	fRr	reFRQFiliatiRQ�	Rr	Sa\meQt�	it	ZRuld�	

SerhaSs	uQe[SeFtedl\�	alsR	leaYe	muFh	Rf	the	iQdustr\ès	

existing infrastructure intact. In a market where trades 

are	reFRrded	RQ	the	blRFkFhaiQ�	traditiRQal	FleariQJ�	

settlement and reconciliation activities become nearly 

iQstaQtaQeRus.	$t	the	Yer\	least�	settlemeQt	ZRuld	be	

immediate�	reFRQFiliatiRQ	reduQdaQt�	aQd	tradersè	fuQds	

would no longer be tied up for as long as three days. 

(YeQ	iQ	SRst�blRFkFhaiQ	markets�	hRZeYer�	brRker	

dealers	ZRuld	remaiQ	releYaQt�	SartiFularl\	fRr	their	

rRle	iQ	seFuriQJ	lRaQs	aQd	e[eFutiQJ	trades.	,Q	faFt�	

broker dealers may be presented with opportunities to 

haQdle	QeZ	t\Ses	Rf	diJitali]ed	assets�	e[SaQdiQJ	their	

role in a blockchain-enabled industry. Since buyers and 

sellers	ZRuld	still	Qeed	a	SairiQJ	meFhaQism�	e[FhaQJesè	

longevity wouldn’t be jeopardized either. Venues are 

uQlikel\	tR	be	elimiQated�	but	their	rRles	ma\	FhaQJe	

to include new responsibilities while shedding others 

tR	blRFkFhaiQ.	,Q	SartiFular�	trust	aQd	YerifiFatiRQ	

meFhaQisms	ZRuld	be	autRmated�	Zhile	disSute	

arbitratiRQ�	matFhmakiQJ	aQd	trade	e[eFutiRQ	ZRuld	

remaiQ	uQiTuel\	humaQ	aFtiYities.
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NAVIGATING THE BLOCKCHAIN TRANSITION

Before blockchain-based trading can become a reality, the capital markets industry 

must agree on what form and framework it will take. Questions regarding private 

networks (and their role within a broader market), standards, security and shifting 

duties must be resolved—not to mention technology investment and broad stakeholder 

buy-in—to ensure successful industry-wide adoption.

THE STRUGGLE TO STANDARDIZE

7hRuJh	fiQaQFial	iQstitutiRQs	are	FurreQtl\	hard	at	ZRrk	

hashiQJ	Rut	blRFkFhaiQ	imSlemeQtatiRQ	staQdards�	

seriRus	FhaQJes	Zill	be	reTuired	tR	make	blRFkFhaiQ�

supported trading a reality. As more entities develop 

proprietary blockchain implementations (such as 

1asdaTès	/iQT��	it	Zill	take	lRQJer	tR	uQif\	arRuQd	a	

common standard.

Once industry leaders create and agree upon blockchain 

staQdards�	firms	Zill	Qeed	tR	iQYest	iQ	the	sRftZare	aQd	

supporting systems that make blockchain possible. 

Firms�	esSeFiall\	mid�market	brRker	dealers�	ZRuld	

reTuire	strRQJ	iQFeQtiYes	tR	iQYest	iQ	blRFkFhaiQ�eQabliQJ	

teFhQRlRJ\�	thrRuJh	siJQifiFaQt	aQd	taQJible	fiQaQFial	

beQefits.	6iQFe	busiQesses	haYe	traditiRQall\	Sassed	

the	FRsts	assRFiated	Zith	FleariQJ�	settlemeQt	aQd	

reFRQFiliatiRQ	RQ	tR	FlieQts�	elimiQatiQJ	Rr	reduFiQJ	them	

would not have enough of an impact to motivate change. 

Once the ability to instantly settle and avoid unnecessary 

baFk�	RffiFe	FRsts	aQd	dela\s	beFRmes	a	true	FRmSetitiYe	

adYaQtaJe�	mRre	firms	ma\	fiQd	reasRQ	tR	iQYest	iQ	FritiFal	

blockchain infrastructure. Those that don’t embrace 

blRFkFhaiQ�	�at	least	fRr	assets	that	haYe	mRYed	tR	a	

diJital	ledJer��	Zill	likel\	QRt	surYiYe.

FRr	firms	tR	thriYe	iQ	a	blRFkFhaiQ	ZRrld�	the\	must	 

free themselves of some of the industry’s cultural habits 

aQd	SeQFhaQt	fRr	risk�aYersiRQ.	&autiRQ	is	Zise�	but	
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RrJaQi]atiRQs	uQZilliQJ	tR	break	Zith	the	status	TuR	risk	

being left behind. Blockchain adoption will likely entail 

a	Jradual	traQsitiRQ	SeriRd�	beJiQQiQJ	Zith	iQterQal	

experimentation and the emergence of niche blockchain-

based digital assets before gaining widespread asset 

FRYeraJe.	0aiQstream	adRStiRQ	ma\	be	\ears	Rff�	but	

QRZ	is	the	time	fRr	firms	tR	beFRme	familiar	Zith	the	

technology through low-stakes internal discovery  

and research.

WEAKNESSES OF DECENTRALIZATION

%lRFkFhaiQ	reSreseQts	a	siJQifiFaQt	SaradiJm	shift�	

moving from a system based around trusted authorities 

tR	RQe	Zhere	diJitall\	distributed	YerifiFatiRQ	rules	the	

day. The decentralized nature of blockchain prevents 

abuses	Rf	SRZer	aQd	Rffers	iQFreased	effiFieQF\�	but	

it	alsR	iQtrRduFes	diffiFulties	iQ	arbitratiQJ	disSutes	

since there is no agreed upon authority. It’s unlikely 

aQ\	JRYerQmeQt	Zill	fill	that	rRle	due	tR	hesitatiRQ	frRm	

bRth	iQYestRrs	aQd	reJulatRrs�	leaYiQJ	QR	Flear	SRZer	

to step into the void left by clearing houses (unless they 

eYRlYe	iQtR	arbitratRrs	themselYes�.	$lterQatiYel\�	the	

teFhQRlRJ\	itself	ma\	reTuire	mRdifiFatiRQ	tR	suSSRrt	

mediatiRQ.	8ltimatel\�	the	iQdustr\	ZRuld	still	Qeed	a	

meaQs	�teFhQRlRJiFal	Rr	leJal�	tR	reYerse	a	traQsaFtiRQ	 

if a trade is misrepresented or performed in error.

.QRZiQJ	the	state	Rf	blRFkFhaiQ	tRda\�	seFurit\	aQd	

FRmSliaQFe	remaiQ	aFute	RbstaFles.	FRr	e[amSle�	the	

public records are only as secure as the software used 

tR	Zrite	tR	the	blRFkFhaiQ�	aQd	Zill	reTuire	Fareful	

development and oversight from the capital markets 

industry. Enabling public visibility into transactional data 

also introduces a host of privacy concerns. Firms will 

need to manage a delicate balance between ensuring 

trade information transparency and data integrity. Given 

eQRuJh	time�	saYY\	bad	aFtRrs	FRuld	deYelRS	taFtiFs	

for analyzing publicly available data to reveal trader 

ideQtities	Rr	Rther	FRQfideQtial	iQfRrmatiRQ�	mirrRriQJ	

efforts to reverse engineer Social Security numbers 

based on birth dates.5 Blockchain won’t eliminate the 

Qeed	fRr	SriYate	reFRrdkeeSiQJ	Rr	FRmSliaQFe	teFhQRlRJ\�	

QRr	ZRuld	it	QeJate	firmsè	iQYestmeQts	iQ	mRQitRriQJ	aQd	

surveillance tools.

SCALABILITY BARRIERS

%lRFkFhaiQ	teFhQRlRJ\	is	FRQstaQtl\	eYRlYiQJ�	but	itès	still	

missing certain capabilities critical for scalability within 

the	fiQaQFial	markets.	7he	mRre	traQsaFtiRQs	added	

tR	the	blRFkFhaiQ�	the	larJer	it	sZells�	reTuiriQJ	mRre	

storage space and bandwidth to update a distributed 

ledger. Multiplied by the large volumes of transactions 

that	result	frRm	hiJh	freTueQF\	tradiQJ�	êblRFk	blRat”	

FRuld	beFRme	uQmaQaJeable�	fast.	$lthRuJh	hard	driYe	

si]es	aQd	,QterQet	sSeeds	FRQtiQue	tR	iQFrease�	the\	FaQèt	

keep up with the storage demand hundreds of millions of 

transactions would generate. Before it can be seriously 

imSlemeQted�	blRFkFhaiQ	must	be	RStimi]ed	tR	mitiJate	

these storage and performance-based chokepoints.

$dditiRQall\�	blRFkFhaiQès	FurreQt	traQsaFtiRQ	SrRFessiQJ	

capabilities are too slow to accommodate any large-scale 

imSlemeQtatiRQ.	&urreQtl\�	the	aYeraJe	time	tR	Zrite	a	

traQsaFtiRQ	tR	a	blRFk	is	arRuQd	��	miQutes�	aQd	eYeQ	the	

best	reSRrted	times	�arRuQd	tZR	miQutes�	are	sluJJish.	

%arriQJ	a	suddeQ	,7	iQfrastruFture	sSeQdiQJ	sSree�	Ze	FaQ	

e[SeFt	firms	tR	keeS	ruQQiQJ	hardZare	similar	tR	Zhat	

the\	rel\	RQ	tRda\�	QeFessitatiQJ	a	slate	Rf	sRftZare�side	

imSrRYemeQts	iQstead.	6imilarl\�	blRFkFhaiQ	FaQ	FurreQtl\	

only handle seven concurrent transactions on a global 

sFale�	a	limit	far	tRR	lRZ	tR	be	Rf	SraFtiFal	use	ZithRut	

further development.

/ike	Rther	fRuQdatiRQal	teFhQRlRJies�	blRFkFhaiQès	

progress will be incremental and represents an 

eYRlutiRQar\�	rather	thaQ	reYRlutiRQar\�	shift.	FrRm	

mRre	mRdest	adaStatiRQs	like	the	1asdaT	3riYate	

Market to nontraditional uses like Everledger’s diamond 

FertifiFatiRQ�	the	SlatfRrmès	SRteQtial	is	RQl\	beJiQQiQJ	 

to be realized.
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EMBRACING THE BLOCKCHAIN, 

EVENTUALLY

%lRFkFhaiQ	SrRmises	a	mRre	effiFieQt�	faster	future	fRr	the	FaSital	markets	

iQdustr\�	but	ZidesSread	adRStiRQ	is	still	\ears	aZa\.	

Barriers to capital markets’ blockchain adoption are as much psychological and 

Fultural	as	the\	are	teFhQRlRJiFalæaQd�	arJuabl\�	mRre	tediRus	tR	RYerFRme.	

FRr	QRZ�	RrJaQi]atiRQs	FaQ	sta\	ahead	Rf	the	FurYe	b\	deYelRSiQJ	familiarit\	

Zith	blRFkFhaiQ	sRRQer	rather	thaQ	later.	:eère	still	firml\	iQ	the	SlaQQiQJ	aQd	

testiQJ	Shase�	Zhere	firms	are	e[SerimeQtiQJ	Zith	blRFkFhaiQ	teFhQRlRJ\	

iQterQall\	aQd	deYelRSiQJ	staQdards.	6Falabilit\�	staQdardi]atiRQ	aQd	FRQFerQs	

arRuQd	deFeQtrali]ed	seFurit\	aQd	arbitratiRQ	Zill	be	RSeQ�eQded	TuestiRQs	

fRr	the	fRreseeable	future.	$s	FRalitiRQs�	reJulatRrs	aQd	iQQRYatRrs	striYe	tR	

determiQe	hRZ	blRFkFhaiQ	FaQ	best	serYe	the	iQdustr\	as	a	ZhRle�	iQdiYidual	

firms	shRuld	still	lRRk	fRr	aQsZers	sSeFifiF	tR	their	busiQess	mRdels.	

%lRFkFhaiQ	adRStiRQ	is	iQ	the	Fards�	but	it	Zill	take	time	fRr	the	FaSital	 

markets	tR	ZRrk	thrRuJh	the	teFhQRlRJ\ès	uQiTue	FhalleQJes	aQd	uQFRYer	 

its opportunities.
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ABOUT FIRM58

Firm58 helps capital markets firms become more efficient by 

leveraging the back office for post-trade process improvements. 

With our solutions, businesses benefit from lower staffing 

requirements, better compliance and simplified processes for  

fees and commissions.

To learn more about Firm58, visit our website at  

fi rm58.com.

http://www.firm58.com



